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Federal Communications Commission Media Bureau staff economist, Peter Alexander, 
and Nodir Adilov, Department of Economics, Cornell University, recently co-authored two staff 
research papers relevant to the issues in the cable ownership rulemaking' and AT&T-Comcast2 
proceedings. By this Public Notice, we inform interested parties that the Commission will 
consider these two papers in its deliberations in the above referenced proceedings. These papers 
represent the individual views of  their authors and do not necessarily reflect the views of the 
Commission, any commissioner, or other staff member. 

The first paper, Media Bureau Staff Research Paper No. 13, entitled, '~4s~~mmelr i c  
Burgaining PoM:~,- and Pivoral Buyers," examines the potential impact of horizontal mergers on 
buyer bargaining position. This study shows that, in the case where bargaining power is 
asymmetric, it is possible that large merged firms might extract greater concessions from 
program suppliers than smaller buyers. These results suggest that horizontal merger might be 
used as a strategy to enhance bargaining position. 
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http:/lwww.fcc.gov


The second paper, Media Bureau Staff Research Paper No. 14, entitled, “Mosr-Favored 
C‘uslomers in /he Cuble Indusrry,” explores the implications of most-favored-customer clauses in 
the cable industry. This paper finds that the introduction of a most-favored-customer clause for 
large buyers will increase their profitability and that the seller’s profits may decrease. The paper 
then compares its results to the Bykowsky-Kwasnica-Sharkey experiments3 regarding the effect 
of a most-favored-customer agreement and finds that the two sets of results are consistent. 

The Media Bureau Staff Research Paper Series is a forum for the Media Bureau to 
examine issues that are relevant to our mission. In addition, these papers will provide 
information to the Commission in order to stimulate debate. 

Both the rulemaking and the license transfer proceedings are “permit-but-disclose” for 
purposes of the Cornmission’s exparre rules.4 Exparre communications will be governed by 
section 1.206(b) of the Commission’s r u k 5  We urge interested parties submitting written ex 
parre presentations or summaries of oral exparle presentations in  this proceeding to use the 
Electronic Comment Filing System (“ECFS”) in  accordance with the Commission procedures set 
forth in the Commission’s Furrher Notice in the cable ownership proceeding6 and its March 29, 
2002 Puhlic Norice in the AT&T/Comcast license transfer proceeding7 If using paper expurre 
submissions, interested parties must file an original and one copy with the Commission’s 
Secretary, Marlene H. Dortch, and should follow the procedures set forth in the aforementioned 
cable ownership Furrher Norice and the March 29, 2002 AT&T-Comcast Public Norice for 
sending their submissions by mail, commercial overnight courier, or hand delivery. 
Additionally, interested parties must submit their exparre filings to the persons identified in the 
cable ownership Furrher Norice and the March 29, 2002 AT&T-Comcast Puhlic Norice. 

Copies of these papers may be obtained from Qualex International, Portals 11, 445 121h 
Street, SW, Room CY-B402, Washington, DC 20554, and will also be available through ECFS 
These documents are also available for public inspection and copying during normal reference 
room hours at the Commission’s Reference Information Center, 445 121h Street, SW, CY-A257, 
Washington, DC 20554. The documents will be posted on the Media Bureau’s website at 
<http://www.fcc.gov/mb> 

’See Mark Bykowsky, Anthony M.  Kwasnica and William Sharkey, Federal Communications Commission Office 
of Plans and Policy, OPP Working Paper No. 35, “Hormmral Concenlrarion in the Cable Television Indusfry: An 
Experimenlol Anaksis,” (rel. June 3. 2002). 

‘,See generdly 47 C.F.R. $ 4  1.1200-1.12 16. 

47 C.F.R. 5 l.l206(b). i 

‘See  Furlher Nolice, 16 FCCRcdat 17371 7 132. 

See Puhlic A’olice. 7 
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Alternate formats of this public notice (computer diskette, large print, audio recording, 
and Braille) are available to persons with disabilities by contacting Brian Millin at (202) 41 8- 
7426 voice, (202) 418-7365 TTY, or email at &!lin@fcc.gov. 

The media contact for this Public Notice is Michelle Russo, (202) 418-2358. The Media 
Bureau contact is Royce Sherlock, (202) 418-2330. 

-FCC - 
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.As;mmt.tric. Bargaining Power and Pi~ot~al 
BuJw-s 

ABSTRACT 
n;~skovicli ('20001 suggests t ha t  becorning pivotal through merger 

worsens the rner:in: buyers bargaining position. We show that  these 
I c s i i l t s  hold in t,hr i ' x e  w h r r  lniyer bargaining power is equal across 
brrvers. but riot, in t,hc c a w  where bargaining power is asymmetric. 
\].e denioristrate it is possihlc when there arc asvnimetries in bargain- 
iug power tliar 1;irgcr t n i y s .  including pivotal buvers. can extract 
greater gaitis from trade tlian smaller buyers. We show that  this 
rtwilt tiulds eveii i i  t h r  supp1ier.s value furiction is convex. These 
rcsulcs inipl! that. Iitriizciiital merger might, be used as a strategy to 
cii l iai icr iiar:aining position. 



several lhuwrs Both ~ ~ I I I I I C ~  t h a t  t,lie R H ~ I I S  from trade are divided cquallv 
( I . ? . .  50-50). irrespect,~\:c of hrrii size Chipr\. anti Snj-der sitzgest, tliar t l i t .  

e f k t  on 1iar:iiiitin; l~ositioii of i i  I I I C L ~ C I  13). T W O  [,or more) Iiit>.rrs can 
h e  determined b\ the ciir\.nrure trf the supplier's \.allre hitiction. a i d  tlie?. 
iIPiriuiistrclt,ti that i l  i l i p  siippliri's \.slue h i i c t i o ~ i  is muc i ive .  I I IP  nieIgei. n ~ l l  
vritimce tlie hir!.e6s I~a~gi i in i i i ;  ~~osir ioi i .  i f  t l ic- \:rilue fiiiict,iort 15 m i \ ~ t . x .  
t,l i( ' inergrr will \voi-ieri tlir the l ! ~ ~ i \ x Y s  hurgaiiiiii; pcisitloii. Rasko\-icIi 
gerirralize!. Chipt\: r i i d  Sn\:tIci ' 5  niotiel tl:. iiirroducing N pi\,otttl I x i w r :  
tha t  is < I  ILiii\-ci- SLI I.ir:c, r l i i i r  ml>. tlie IJiiyer crtii cornplrteI\. co\.ci- tiit' 
s i~ppl ie~ ' . i  mst,s. Thiii i.lie large firm IS "011 the Iiook" for the supplier's 
m s t s  Tlir resiilt is t,lint merger worsens a bi1yer.s t i ;~rg~tinmg posit,ion 

l r i  what  follcnvs. u(~' generalize the approach of Chipty and Siiyticr 
(1999) itnd Rask(wic1i ( 2 0 0 0 )  12:. relaxing the  assuriiptiori of equal divi- 
s i o n  of t h r  gains frorii ti-ad? \i+ demonstrat,e t,liat, an equilibrium exists 
\\:hen t,he division of the surplus varies across firms, and we analyze the 
~ .~ i so  where l~ar,oainiiig p o w ~ r  is arsrinietl t,o increase in firni size. 

\\;e offer sevcral plausihle reasons wh>- bargaining power might, be iri- 
iwiisiri; in firm size. First. ri iricrger m a y  a,ugnient, t,he set, of useful infor- 
mat ion rezardirig p r i c ~ s  arid ot,lier contractual t,erms the previously non- 
rrirrged firms' possessed Second: if t.herr arc differences i n  bargaining 
xk i l l s  hct,wcwi tht ,  riierpn; hrnis: t,lie merger may result in t,lir rrt,rnt,ion 
of  t,he niore-skilled hargainirig team Third. t,he merged firm may have 
i i  lower risk iivcrsioii ioeficirnl. Fourth. t,he merged firm may be inorr 
p t , i e n t .  Le.. it  n iay  not, discount the future as niucii as the previously 
non-mcrgetl firms mnv tia,vc.' Regardless, o u r  goal in t,his paper is simply 
r i i  explore t,hc ciiit.come ot t h r  hilakral t)argainin:: model as if bargaining 
power is + m n i e t r i c .  nil a,s~iirripr,iori wt> see as no more or less heroic thari 
iiny othrrr 

After extendirig t , l ic> rnodcl of Rukovich (200U) t,o incorporate asymniet- 
ri(' hargaining powei-. we t,lien sIio\v thar.: (1) the results of the bargaining 
solut,iori rniployetl by Chipt,! a n d  Snyder arid Raskovich are robust to any 
t.orist,ant, division of the rratle surplus (e.g.,  80-20, 60-40. etc.) and not, 
simph, 50-50; ( 2 )  t,he curvature of the value furiction mav no longer he 
A rc,liahle rule-of-t,hiiiiili method foi evaliiating the charige in bargaining 
posit,itm , tnd Iierict- t,lw efl of mergers oii sellers; ( 3 )  the post,-rnerger har- 
gaiiiirig position of t l i i ,  i i iergd hrm riiaj' improve even though the  merged 
firm hec~oriies pivot,al: a i d  (1) ii merger n i a  deci.ease t,lw nrcrged firms' 
translei p a ~ m c i i t i  i i r i ( l  (Iecrellsc the scller's t.ransfer rc.vernies. 

P ~ ~ r l i ~ i p s  t l ip  sirnlilcsi u.w>. t c  dernoiistrate t,he pot,cntial effects of asym- 
iiiet,ric: hargairiing power is Iiy example. We preface the example by in- 
troducing a hargaining power parameter t,hat can vary across firms, arid 
rlenor,e t,lie 7''' buyer's tiargainiiig power by a, t (0. 1). where a higher 



vaiiiv of  (I I I I ~ ~ T I S  grcatrr hnrgainirig power.3 
i i r i i ( '  that ,  \vv have thret: hvers ,  each Kith difierent, valiiatiorls 

o f  t l i r  seller's p t i ~ t l ~ i c - t .  mid each wit,h different levels of bargai~liri~, power. 
Fui r x m p l e .  ;iminie thar ~8~ = 80. 7 : ~  = 56. and t : ~  = 10. and that  
(I:, = b.  O B  = .?.  urd (IC = . 3 .  TI denotes the transfer price for t,he I?*  

t i i i i . c ~  Tiit. levcl of seller costs. F ,  is 50. It, is ea!- t,o demonstritt,r that, 
iiiitlri thew ci~riditioris. tluyer B is pivot,al. whereas buyers A (with t h e  
Iiiphest va,liiatioii of tlrc seller's product,) arid C (with the lowest valuation 
of the seller-s prodii(,t,) arc not, pivot,al. Yet? tliat for R.askovich (2000). 
l iuvei-s ;I end B \\-onid t ie pivot,al. \\/e see that TA = (1 - c i s )  . 7',, = 
( 0 . 2  . 8 0 )  = 16 a i ~ t l  t , l~a t  Tr = (I  - U C )  vt- = (0.7 . 40) = 28. It  is 
~rnirietliately c:le,ii- thiit T,, + 7,. = 41 < 50 = F .  Further, we iiot,e that. 

O i ~ s ~ r i ~ i t i g  tha t  T.,, + TB = 16 + 36 = 5 2  > 50 and TB + Tc = 64 > 50. 
i t  is clear t,hat Iiuver A xnd buyer C are not  pivotal, and that  buyer B 
IS pivotiil. I n  fact.. as WP see from the example, TB > TC > TA, Le.,  the 
I)tiycr with the Iiighcst, valuation pays the least. Thus, in a framework 
w i t h  asyinmerrlr bargaining power. pivotal buyers can derive significant, 

Tfi = (1 - c \ R ) .  i i ' ~  - F + T.4 + Tc) + (F - T.4 -Tc)  = ( 0 . 6 - 5 0 + 6 )  = 36. 

beJlefit,S. 
Thc rest, ot the paper is organized as follows. First, we extend Raskovich's 

(2000) rriudel and show thar under more general assumptions an equilih- 
riiini still exist,s. Next. we snow that the int,roduction of asymmetric bar- 
gmriirig power caii improve t,he buying firm.s bargaining position (even if 
rtit. firm is pivotal). \VP also show t,hat in the presence of asymmetric 
txirgiiiniiig power the 'curvatiire t,est' of the value function can be a mis- 
Ira,ding indicahr of t,he effects of merger on bargaining position, Le., that 
r l i c '  h rgain ing position of the merged firm can improve even if the the 
vaiiit, funct,iori is convex. Finally: we make some concluding remarks. 

Nash Equilibrium with Bargaining Power 

I I I  r,lils seuion. we rxt,eritl Raskovich's (2000) model to acc:ommodate asym- 
iiiprric I)a,rga,iiiiri~, power We begin by c:otistruct,ing the transfer prices 
i;l(,ed by- pivotal itrid rion-pivotal huyers and then show that  an equilib- 
I i i i r r i  exist,s nridt*i-  coliclitioiis more general t,hari Raskovich's. 

Fcillowirig R.n,skovich (2000). we assumc the if* buyer's surplus is given 
i ~ y  '[:, = ( q , , + , ) ,  ~vhile the siipplier's gross surplus equals V ( Q ) ,  where 
Q = x-=l 0 , .  Sppcifically. \!(Q) = i1(Q) - C ( Q ) ,  where A ( Q )  = ancillary 
I W ~ I I I I C .  aiitl C ( Q )  t,otal cost. Tlie supplier will broduce iff: 

i = 1  

$ 1  01 I i i i~kovicl~ (21100) (1, = ( 1 2  = ci,, = 4 111 fact, Raskovich's pivotal result w i l l  hold for any constant val~lr 
,# = /I =- ( 1 2  = ( I , ,  d w r i ,  ( I  i (0 .  I ) .  Utile t,liat, a, represents the share of surplus  kept by hliyer 1 

3 





Lemma 1: If I I I I V P L .  i satisties t,tir c.ondit,ions for being pivotal. t,tieri 
I J I IW~ i i .  iiidi tliat it -:. i .  iilso sat,isiies the condit.ion for being pivot,al. 

Lemma 2: If pl-ocluction is efficient. CJ==, u, + V 2 0, then the out.- 
I 'OIII( '  i i i  \\hicli all I~ I I IVC~~ B W  pivot,al satisfies the supplier's part,icipation 
coristraint,. 

S i n .  rltiriote I J ~  T : [ p )  the transfer price for buver i when first p buyers 
W l f 3  p l w t < L l .  



Proof' of Proposition 1 SLY K n 4 o i  ich('1000) ' 

Merger Effects 

ti 



w l i i ~ w  H = 1 if A B  15 pivotal. i i i ic l  ii = 0 i l  A B  is not pivot,al. It IS 

iiiiniedi~,t,~I\- cdc,ar Lhat (15) is r l i r  ;enera1 case of (13). Thus: (15) ca,n he 
wri t t r r i  as 



t.iil(~-~f~t~iiurrit) nietliotl for evaluating t lie change in bargaining posit ioii aiiii 

I I ( : I I C P  the c-ffecrs of Tht '  merger on sellers. hIorrover. despit,? R.askovicii's 
prcdici ion t ,hat  p i w t a l  buyers \vould b? disadvantaged b\, merger. \vt' ha\v 
s11on.n t.Iiat i r~c r r~mn;  hargainin:, power can irnprove thr bargaining posi- 
ti011 of the. n c i w  pivor,al. nierged firm 

Conclusion 

N,~sko\.ici i  (2000! sii;gest,etl t h a t  hec:oniing pivotal tlirorigli merger \vois- 
r ~ i b  tlir mvi-;,iii;, I ~ I I \ . P I S '  Ixirgaining position. We have shown that, i l iese 
rrsi i l t ,~ tiold in tlir cas? where hu,ver ba,rgaining power is constant. but, not, 
iitwssariI\. i n  t,lie case where hargaining power increases with firm size. 
\ \ c >  tierrioristra,ted that  larger buyers. including pivotal buyers. can extract, 
grratcr  gains froin t,rade than smaller buyers when there are asymmetries 
iii lhnrgainin: power Cliipt!, and Snyder (1999) and Raskovich (2000)may 
~iiitIer-rscinia,tc I)argairiing position because they &tract, from the possi- 
l i i l i t , \ .  t,lia,t I ~ r g a i n i r i g  power may increase with firm size. Orice this effect 
I.% wc~i.ciiiiit,trti for. t h r  ('rirvature of the value function is no longer a reliable 
iiilr-of-t,hiimh rnet,hntl for evaluating t.he change in bargaining position and 
I i c ~ i c r  t,he effect,s of til? merger on sellers. hloreover, despite Raskovich's 
prrdiction tha,t, pivot;il hiiwrs would be disadvantaged by merger, we have 
slioivn t h t  iricrcxasirig bargaining power can improve the bargaining posi- 
riori of t,he. now pivot,al. merged firm. 

8 
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Nodi1 Atiilov arid Pek r  .J. Alexander 

Sept,miber 25. 2002 

ABSTRACT 
In this paper. wr  pxplorr the implications of most-favored-customer 

clauses in t,hr cable industry. We show that t,he introduction of 
il most-favored-cust omer c,lause for large buyers will increase their 
profitability, and that the seller's profits may decrease. We exam- 
ine the experimental cable bargaining results of Bykowsky, Kwas- 
nica. and Sharkev (200'2), and compare these results to our model. 
\.Ve find that, the rrsults of the Bykowsky-Kwasnica-Sliarkey experi- 
ments regarding the effect of a most,-[avored-customer agreement are 
(:onsistent wit,h oiu findings. 

I Introduction 
I11 t,his papcr. we explorr t,hv us(' of 'rrrost.-favored-ciistomer' clauses (here- 
aitcr. hlFC) i r i  tlie ca.hle indrist,ry.' Wc examine the impact of MFC cla,uses 
OII Ihrgaining outcomes het.\vren btiyers arid sellers, arid show that  these 
oirt,conies depend on the market share of the larger buyers and the relative 
valuatiori of the . ; e l k s  programming t,o different buyers. 

The paper is organized as follows. We begin with the general case 
nit11 many buyers and sellers. and show t,hat in the absence of capacity 
c:orist,raint,s arid PIFC arrangerrients the competitive oukorne obtains. We 
t,lien introducc channrl capacitv constraints. and demonstrate t,hat t,he 
rornperitiw oiitcorrie st,ili ohtairis. Ncxt. we explore the c,ase of large firms 
anti hlFC clauses. Wr show t,hat, t,he introduction of MFC clauses can dis- 
advarit,age sellers arid small buyers. M;e find t,hat a5 the market share of the 
1ar~;e hiiyer increases. smaller buyers are more likely t,o be disadvantaged. 

.,idliOL ~ ) c p ~ t m e n t  o i  Ecci,lomi,s. Corndl University, ernail. na470cornell.edu; Alexander: Federal Com- 
i i~~inirnl. ior~s Chimission,  ernail: palexandQfcc.gov. We thank David Sappington and William Sharkey for their 
t i i . I i l \  l1iou:liLliil and useful cor~imrr i ts .  Any errors are o u r  own The wews expressed in this  paper are those of 
IIIC' aultiors. and rlo not riecessarilv represent the  views of the Federal Cornrnunlcations Cornmisslon, any of Its 
('~)rrirr~issioners. (ir ot,tier st,aK 

ITlhr J ' lkT rrpresents a hrnial  or qi~~i-furnial nrrari:enlent hj, whic,h the  larger buyer pays no more than the 
lii:lit>5t nrnouiil 01 t iny sn>aIler l n y e r  

1 

http://palexandQfcc.gov


Sp(-~:ifically. we hnd that i f  t h e  are  differences in the relative valuation 
of pro:ramniin~, anion; Iiuyers srich that, t,he larger tuyer has a grea,t,er 
peI-ciist~omeI \raluat.ion. smaller b u y s  may he preduded from access to 
tlie programming because of its relative expense. In the penult imak sec- 
i ~ i o i i .  \Ic extend our model t,o accommodate the methodology utilized in 
ltitr c:xperirnental st,uditjs conduc,ted h!, Bykowsky, Iiwasnica. and Sharkey 
(200'21.' O u r  predict,iori t,llat an hlFC arrangement yields market, power is 
snpporrecl 1)y t,hrir dat,a.3 Finally, we make some concluding remarks. 

I1 The General Case of Multiple Buyers and 
Sellers 

Xssumc that, risk neut,ral c:ont,ent providers(a1so known as cable networks)have 
positive fixed (sunk) costs of producing and zero marginal costs of dis- 
trihut,ing t,heir product. These content providers will be referred to as 
sellers (of programming). There are I sellers. The  sellers earn revenue by 
selling t,heir product to  cable owners. The cable owners will be referred to 
as buyers. 

For simplicity. we hegiii b y  assuming that sellers make a 'take it, or leave 
i t , '  ofler to  each prospcact,ive tmyer and denote by T,,,,T*,,: . . . ,  TM,> the total 
paymcrits to  seller I from huvers 1 . 2 ,  . . . ,  M respectively. i f  the product, is 
sold Thew are IM buyers. e x t i  of whoni has N 1 ,  N,, ..., A'M subscribers, 
w-here C,=, h', = fl 

IVe assume that, biiyer m has positive fixed costs F, and zero program 
pro~ision costs (an zsumption we relax later in the paper). We not,e tha t  
givpri I srllers w i t h  I product,s. every buyer has  2' possible programming 
c.hoices lh'e denote a programming choice of buying only seller i ' s  program 
1,y E;, where subscript, 1 denotes the program package consisting of only 
one program and the superscript i denotes seller z .  The programming 
pa,ckage corisisting of 2 products, e.g., products from seller I; and seller I ,  

The program package that, includes all programs from all sellers is de- 
. The revenue t,hat huver m can derive from prc- 

Buyer m's objective is to 

hi 

1s given E;" E E; + E; = E+ u E; 

l ,? , .  . /  noted bv- E, or E, 
grammirig package E is denotcd by V,,(E). 
rriaxiniize urofit,s 

'n \ ,kwski - .  Mark. Anthoti!. liwasnica. and iVil1iam Sharkey. "Horizontal Concentration in the Cable Television 
Iridirt,r\ A n  Cxperlmrntnl Analysis." Federal Communications Commission, Office of Plans and  Pol~cy, Working 
l',ij)er Sertri .  K u ~ i i l w r  .?:I. Jutic:. 2tlO2. 

'Uvkoivky.  l iwnin lc i i .  and SIiarke\ us? the term .mosi,-favored-narlon' which follows the tradition in the 
~ ~ S I ~ C I I ~ I ~ P I I I . ~ ~ ~  Iit.erii1~1ii~. LVr prefrr to i i s r  I.he trrm 'most-favored-customer' for the sake of precision. Both terms 
i i i  i i>e(l ri,frr ~ < i  the siiiiie t h ing  

2 



I n  c I i o i ( : ~~  oi prograrriiriiii; package E.  t1.r assunie that, the value of ,in!. 
c ~ ~ ~ i ~ ~ t ~ i r i a t i o i i  of projiriiiiis IS posit11;e. and rhet, the ' v a l u ~  correspondence' 
saristirs decreasing marginal returns. \lore formally. we assume that for 
itin. tIu!.er mi. an!. two prograrrirning packages E and E .  and for m y  sellel- 
i ' s  pro~ri irn S I I C I I  t , l idl ,  € 1  E u E. t,he following inrqitality holds: 

I t '  . I ;,. I.\ s ~ ~ I I - ~ I I x I I I I ~ I - .  

ti.;liisfer p r ~ c  tor eiicli seller I, t o  buyer 7 i i  is: 
Claim 1 .  \\.ith .If lbriwrs and I sellers. the unique Nash Equilibriuni 

T,,.b = V,"(E,) - \';(E, - E : )  (3) 

<inti .ill hiiveis hiiy prograrris from all sellers. 
Proof of Claim 1: First, we show t,tiat il t.here is a Nash Equilibrium, 

i t  is ; i n  eqiiiliiiriuni where all buvers huy from all sellers. Second, we show 
t,lia,t iri tlie equilibrium where all huyfrs buy from all sellers, (3) must, 
h o l t l .  Finall!.. we prove kiy induction that, the transfer price Tm,% is in fact, 
;I iiriiqiie Kasli Equilihriurri transfer pricc 

By c.ontradic:tion, assume that. in some hash Equilibrium, buyer ni did 
riot b u y  thr  program from seller 7 .  Then. seller i ' s  payoffs from buyer 
' r i i  are zero. Yo\?, denote b!. E' the d u e  of the set of programs bought 
b y  h p e r  7n. Since V ( E '  + E ; )  > V(E*), seller '1 is strictly better off 
( i . r . .  obtains positivc payoffs) by charging any transfer. price in the set 
T E [O. \''(E* + E ; )  - V ( E ' ) ] .  and buyer m finds it, optimal to buy from 
seller , i .  

Next. assiimc t,hat, t,here i s  a Sash Eqriilibrium where all buvers buy 
I i n r i i  a l l  sellcrs. Tlicii. i t  must he the case that buver 711 prefers buying 
t r t r i i i  d l  s e l l w  I,O tiii!,in: from any set, of (1 - 1)  sellers; i . c . ,  the following 
i.oritlit,ion Iiultls for all 771 a n d  I, 

I I 

Assunir (4)  tinlds with a st,rict ineqiiality lor any seller 1.  Then: seller I 
mii I I I C ' K P ~ S C  i t  .s payoffs by iricreasirig the transfer price by an epsilon small 
;~ i r imint , .  u#hil(, condition ( 4 )  st,ill holds for all 4. = I ,  .... I .  This is a coli- 
trxlict, ion Theretoore. (1) rririst hold witti equality k ( E , )  - E,=, Tm,> = 

I ; , , (E, - E:) - El=, T,,, - T ,,,. i. \~tiich simplifies t,u (3 ) .  
LVv tmve shown t,hat for ; ~ l l  sellers it is optimal t,o c.harge T,.A In  

order  tfJ prisurc r,hat this IS in  fact a, Xash Equilibrium, we must check 
t,ti;tt, lor any hnwr T I  the \ d u e  of hriying from all sellers is great,er than or 
equal t,o t,he v;rliir of any programming package from the remaining 2' - 1 
p~isslihilit~ies. To begin. denote by T:,,k the transfer price defined in (3) 
\vlien there are it t,otal of I = n, sellers. Clearly, Lvhen I = 1. 

I 

T;,k = \in(€;) (5) 
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is H Xitsli Eqiiilibrium of the ganie. and all 1)iivers buy from the seller. 
 io^ ~ssiiriie thaT T,y,,k is a N a s b  Equilibriiim outcome for some J = 

ri 2 1. TIKw. i t  suffices t o  show that T, is also a Nash Equilibriuni. 
ivliic:h ~ v c '  do h!. showing chat b u \ w  nt's benefit from buxing all available 
ii T 1 programs i s  positi1.e. \ note t,hat I'A(En+l) - J-)-:; ll';:' cqu& 
~ ; , , ( E , , + I  - E;'") - r-=i T:LT1. \\:e t,heri notr that - €7.")  - 
rrl  

\vIierc, the. last iiieqiidity holds due to our rrsunipthon that T:'jl = T;,,, 

n + l  . 

_ ) _ ,  T,:::] 1 i;>,AE,Ti ~ E:141) -. x;=lT;;,, 2 I;(&) - x;:,T;,' 1 0 

,411) h v e r  7ri s pwoffs are positive when t,lierc are n+ 1 sellers charging 
a r i d  this hii\.cr is t)pt,t,er off biiying 71 + 1 programs t,han any program 

ige consistirig of 71 programs. But. we know from our induct,ion as- 
siirription for I = 71. that, when there are n sellers, buying from all sellers 
is  prt3ferred to all other choices. Therefore, with 71, + 1 sellers, buying from 
;ill n + 1 sellers is preferred to any ot,her programming package. Then,  for 
I = 71 + 1.  a %ash Equilibrium consist,s of sellers charging T:L:l arid all 
lniyrrs h v i i i g  from all sellers By construction this Nash Equilibrium is 
iiniqiie. Q.E, .D. 

One simple, interpretation of Claim 1 is straightforward: when there are 
rio mpacitv restraints. cable operat,ors buy all network programs. However, 
in pract,ice, a b l e  operat,ors do not, buy from all sellers. We offer several 
explanat,ions which we explore in  the next t,wo sections. First,  we argue 
t h,tt thrre may exist, capacity constraints on cable operators. Second, we 
rsplore the possible efiec.t,s on program carriage in t,he presence of so- 
i.ii,llrd 'niost-~avored-crist,omer' clauses. In these cases, larger buyers are 
,iliIp to obt,a,in prices that, are  a,t least, a,s fa,vorable as the prices secured 
hv thc smaller hrivers. i.e , smaller huvers do not obt,ain asymmetric price 
ilisc.oiints. 

I11 
and Sellers with Capacity Constraints 

The General Case of Multiple Buyers 

We int,roduce t,he idea of capacit,y coristraink by noting that  the total cost, 
01 AI I J .  given cable opcrstor l i i .  excluding the payments to cable networks: 
1s: 

,:I 

nllerr I;,, ',re tile hxetl cost,s a11d C,,,(i) is the marginal cost of introducirlg 
1's program. Cli, assume that 0 5 F ,  and C,(i) 5 C,(i t I) for all i 
m c l  a11 7n. These assumptions capture all possible cost structures with 
iiciri-decreasing margirial cost,s. 

1% also assiinie that  for any buyer m, any t,wo programs E; arid E:, 
iiritl sucli tliat, (E;uE:)nk = 0 where l&(E;) 5 V m ( E f ) ,  the inequality 
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I ;,,(E; i EJ i I ; , , (E;  + E'! ~ i o ~ c ~ s .  Siinpl\- pu t .  we are assuming t,tiat, it 
( 1  I i i i \w 1 ) r r f i m  oni' pi-cigriiiir l o  <inother. the hti\,er will ala.a\-s preter this 
~ i i n i ~ r a n i  I,(, rlir orIi(:r. regartiles of the con~liinat~ion of vttier programs 

P now able to  s11o\v t h t  urider these conditions. if  buyers cannot 
influencc t lw hdrgniriiri:: outcornes beswen ot,lier buyers. t liere is un iqur  
Si is t i  Ecltiilihriiirn outc.onlc,. Furtlierrnore. this outcome is efficient,. 

Since. I>!- ~tss~impt~~on d i l l .  giveil IbuyFr ranilot influerice bargainin; 0111- 

e oiiirs iinrong ot.lier I iu\.crs. i t  sufhces to stiow t,he result. for onlv one I,u\;er. 
T\~e, I~irKiii w i t i i  i inv l)ii\-cr 731. \\'ittiout loss of generality. we a,ssiime t h a t  
i o l  this tiu>er \ ; , , ( E : )  2 \ i n ( € ; )  _j . 2 C:$(E; - ' )  2 \)&(E{) > 0. If ouI 
,iis~~riiptioiis l io l t l .  thei-e IS ii uniqiir Nasti Equilibrium solution sucli that.  
I f  

( 7 )  

(8) 

L ( I )  5 I,,(E,j - K,,,(E, -E:) 

T, ), = \';"(E,) ~ I,h(E, - E;)  - C,(I) 
the11 

iiiid rhe hiivcr buys from all sellers 
This Is  R tlircxt, ext,ension of Claim 1 The condition on the cost, furic- 

t i ( Jn  implies t .har  tlierr is A positive value t,o be obtained by including 
a i i  atlrlit,iorial prograrri regardless of the current combination of programs. 
T l ~ c ~ e f o r r .  a11 pi'ngraiiis will lie bought, i n  t,he unique Nash  Equilibrium. 
Tlir t,riinstrr price cliargetl l h  a seller will be such that, the buver IS indif- 
lerriil, twt\ceen lh i \mg  and 1101 hiiying this ;iddit,iorlal prograrti. Also, if 
0111 ~ss~ impt io r i s  tiold therc. IS a second unique Nash Equilibrium solution 
nr i r t i  tha.t i i :  

C,,,(I) 2 \):"(E:) (9) 

t t i c m  l ) ~ i v e I  7ri   doc^ iiot hii!, from any seller regardless of thc transfer price. 
Til? c.onilitiori plnced 0 7 1  the Cost, striict,ure implies that. t,he net benefit 
from tiliyiug any progr'im IS negative Clearly. no programs will be bought 
i r i  t,llis equ i l i t i r i i im.  

Fiiially; I f  o u r  assurnpt,ioris Iroltl. there is R third unique Nash Eqriilib- 
i i i i i i i  solutiori sticl i  that, i f :  



foI ~ l l  5 I 5 i;. arid T,,, ,  2 1) fo r  I, + 1 5 i 5 I .  111 this c a ~ e .  buyer T I ,  

tiu!,s froni the first 1,. sellers. 
This condition stiites that  t,he net valrie of huh-ing ,just, one program is 

posit,ive. and t,he iiet \ d i r e  of buying tiir last, program after biiying all ohher 
1-1 prq rams  iii nrgat , iw Cleiirl!.. thereexists B I; bet,n-ren 1 aiid 1-1 sucli 
1 l iiit LIIV iiet valiic of I > I I I . I I ~ ;  f rom fiisr k se1ler.1 (ignnririg t,ritiisfrr prices) 
15 Imsit,i\'c' and rhr i i e f  value of Ihii\.irig from t i l e  ( A .  + 1) 's  seller (i;iioriii~; 
ri-arisfei prices) IS negative. Thus. rtir Ihriyri. will t i i t>. .  i i r  most. k p~.ogranis. 
Sirict, the:  due of seller 1 ' s  prc ig i im  is rirvei. less t,han the value of srllrr 
[ i  + l1.s prograrii. i t  i i  st,raighttorn-ard t.o see t,liat i f  seller i is served then 
s ~ l l e r  /+I should also I I V  served i i i  any &ash Equilibrium. This implies tha t  
hr1lrr.i i, + I. . I iirr tiof senwl in a11y Nash  Equilibrium. Seller 1. must 
111, hrrved I I I  any . Y d i  Equilibrium. siricc i t  can alwavs charge 7;,,.k = 0 
i ~ i d  t,he buver buys frorri X. eitlicr b\. replacirig some of its programs ti\. 
progra,iii I; 01 h?, kecpirig a l l  other programs. 

Therefore. if t h e w  is ii  Xash Eqiiilibriuni. t,hen all k programs will be 
1)oiight.. If tticre is a Kash Equilibrium wit,h k sellers served, then it, should 
lic the cas(: that the hiiyer is indifferent, between buying from ariy scller 
I as coinpa,red to  riot tiiiyiiig from that seller, and to replac.irig it with 
~ i i y  ot,iic:r prograrri froni any of reniaiiiirig I - I; sellers' programs 1.e.. for 
1 5 7 5 A : .  ( 7 )  holds. .Iiist ;is iii Clairn 1. 

T,,., 1 0  (131 

,=I ,:I 

,~ml  I~)ot,li Iiiiyers ;tiid .wIlei-s accept these t,lnnsfer prices. Q.E.D. 

rnargiriii,l wst, \rill tw I)roacIi:nst, 
;issiirnptiori of coiistra~ricd cnpacitv. the  market, outcome is efficient. 

Opt,irnalitv implies that  all progrimis that, liave a marginal value above 
The claim ahove shows that under our 

IV Most-Favored-Customer Clauses 
;\ssuriir t,here arc t,uo seller.; and two t,ypes (sizes) of buyers. Buver one 
is 1;irge. iir111 is able to oht,aiii hIFC coricessioris from both sellers. Denote 
',,,I (1) '1s t)u\.er oiie's pel. cust.oirier valiiat,ion of seller one's product,, u1 (1+2)  
?IS 1i111w OIIC'S \d i la t ion  of haviiig bot,h sellers' products. and u 2 ( 2 )  as buyer 
twn's valuat,iori 01' seller two's product,. 

LVe iilso assum(' that assumption one, given in eqiiation (Section 1: 
Equatiolr 2 )  st,ill Iiolds. Le.. 7 ' , ( 1 )  + q ( 2 )  > . u l ( l  + 2 )  and ?)?(I) + ~ ~ ( 2 )  > 
r ? j l  i 2). M:c krioa t,hat t,lie Nasti Equilibriurn prices under the non- 
hIFC plovisioris ;trc = ~ ~ ( 1  + 2) - 7),(2), t;* = ~ ( l  + 2) ~ t , l ( l ) ,  
G I  = i i . ( l  + ? I  - ' v r ( 2 ) .  and fa., _ _  = v ? ( l  + 2) - 1 > 2 ( 1 ) ,  where the t' are 
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thc, equilibrium iiori-IlFC transfer prices. Using t,liese assumptions. we 
corisidcr the folloairig four cases. 

First,. \YP c:orisitiei thc case where tYl 5 tr ,  and t ;? 5 t ;? .  Iri this 
(.ii.5e. hotli t,he hIFC and non-h,IFC treatments give t h P  same pric:es and 
oiitcoinrs siiiw 1 hc >IFC proyisiuris do riot rexrict t,hr sellers behavior i n  
, t i i \  L~diioii 

S ~ o i r d  we' ex~ilc~~rv t h c  viis? wiiert. tYl > 11, i i r i d  5 /,.;> In this c i i s ~ .  
I \IFC t,laiise oiih afiects t,he hrst, seller. arid t,lic seller lias t,wo opt,ions. 
Selier 1 coiilcl charge (.-I) I l l  = f z l  = t.;] iii  which cwe both biivers bu\- 
from srllci one. Sellt-r oilr's revenue in this case is ~\.-t,;, = ( ~ , , , ~ i  N,,,).t;, 
iilid >c.lIer rwi~s  liesr, rrsporrse to seller one's price is to charge t i ?  = t;. 
, r r l t l  f,?, = t;?. 01. seller 1 could charge (B)  t i l  = t 2 1  = t;l and sell only 
I,O liuyer one. In this case. seller one's revenue is A'] tYl and seller t,wo's 
IIIW reslmnse is ro charge t 1 2  = t i2 and t?? = u ~ ( 2 )  if ?)>(I) - t;] < 0 
,iiicl I,,! = f ; , ,  arid t X 2  = ':.(2) - tj2(1) + t ; ]  if ~ ~ ( 1 )  - tYl 2 0. Seller 
OI IV Iprcfers B t,o A if Y . t;, < :VI . t;l which we write equivalently as + .  ( ~ , , ( l  + 2) ~ ,v,(?)) > V Z ( ~  + 2)  - ~ ~ ( 2 )  where 9 is firm one's market, 
slinrt: 

Tliird. we have tlie case where t;] 5 t;] and tYz > t ;2 .  We notice 
inirnediatel\- t,liat, this case is symmetric to case two and therefore the 
rrsult,s are the same. 

Fourt,h. we haw: the case where t;, > t ;]  and t ;2 > f ;? .  In this case, the 
\IFC a,rrarigerricnts restrict both sellers, and each seller has three choices: 
(1)  provide tlii, product only to buyer one, (2)  provide t,he product to only 
Iiu\-er two. or ( 3 )  provide tlie product to both buyers. 

I n  t,hr t,iililc that lollows. we have listed each of the possible romhina- 
tioils for  t l iv  sellcrs. 

hl 

Seller One 

Buyer One Buyer Two Both Buyers 
Buver Orie il 

d Buvcr Two SC'/ /cT7'U'O 
b 
e 

C 

f 
Both Buvers 8 t i  1 

.4s we shall demonstrate. ( h ) ,  ( d ) .  (e) .  ( f ) ,  arid (h) can never be part, 
L j t  ,I  I";i~sh Equilibriurri. while (a),  ( i ) ,  ( c ) :  arid (g) ,  can be part  of a, Nash 
Equilihriunr. 

\{:e riot,e immediat,elv that (e)  cannot be a Nash Equilibrium. If bot,h 
sellrrs se rw only huyer two. t,hen t 2 ]  = and t22 = t ;2,  and then t l l  = t& 
u i d  /L? = G .  But, at t,hese thnsfer  prices. buyer one finds it optimal to buy 
trorri bot,h sellers. It, is also clear tha,t ( f )  and (h)  cannot, be Nash for the 
w n i e  rcasoris gIwn for (e) .  Next. aszsSiIm? (t)) is a Nash Equilibriuni. Then;  
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IIIIWI i n i t >  1)it j .s o r i i \ -  lrorii se l l r i  one. mld h r i ~ e ~  t w  buys only iron1 se1li.t 
r w  I I i w ~ \ ~ ~ ~ i ~  t l i i> t i  itot iiirr~ttivc~ compat,iblp tor sellel. tivo Seller t\vo 
C,III d I ~ ? i y >  c l ixg t .  , I  posiriw price to huyel. one (that buwr  one uccepts) 
a i i t l  iiii.Ieiw it', profits Given t,lie sy-mmetry of (d)  ant1 ( b ) ,  ( d )  cannot 
1113 Xasli EtliiilibIiuiit. 

N c w  IW c q i l n r r  r l i v  cniidilions under xIiIch (a).  ( i ) .  (Cj. and ( g )  iiri' 
.S:islt Eijiiilil~riii 

111 t l i c .  first c.ise ( a )  is i t  3 ~ d i  Equilihriitiii i f tY l  . ,,,+,~? - > L ( 1 )  > t ; ,  
,,11(1 t ;?  ' ~ ' ' ;, 1112) > f ; ? .  I r i  this case. brtyer one buys bot,ii product,s. ~\ ,+ , \<  ~ 

; 1 t i c 1  I n i v e l  r v x  docs not huy mi. product. Seller orie.s proht,s are tT l .  anti  
irlici t v u  s pi~ofits arc f ; ?  

- < t ;]  ilUd 

f;? - > t;., .. or LL(1) > 1 7 ,  . f i  > t;,  and LJ(2)  > t ; ]  . > t3: 
~ i i d  :V, ( t i L  - 5 IVL(?) - L:(l)](.V1 + .V2). In this case. seller one sells 
t , i i  biivrr one mil\.. wliile seller two sells to bot,li buyers. 

> t;, and In  t,lie t,hird c'ase. (c) is a Nash Equilibrium if tYl . 

> t& 
i i ~ i t l  jL, . ( t ;> - tYl) 5 p y 2 )  ~ L,;(l)](,Vl + Iv,). In this case, seller one sells 
tn Imth hiiyers and seller t,nu sells to buyer one onl>-. 

Finall\,. ( i )  is i i  Kasli Equilibrium if  tYl '- I t i l  and ti2.- 5 t;2.  
111 t h i s  wse. lhot,li sellcrs sell to both biivcrs. 

\ V h n  t l w  MFC affect,s hoth sellers. it is opt,imal for t,he sellers tn 
,~ila.ays sell t,o Imwr otie. In this case. only buver two's profits potentially 
tlpcwasc:, wli i lc  huyer one's profits are never decreasing. The higher the 
v. <I j , iint,ion ' 

hitvrr the more likely that, the  smaller buyers will not, be able t,o buy the  
"ILFC'. p r q p n i .  This effect depends on t,wn basic fa,ct,ors: (1) t,he large 
Iniver's rria,rket share. anti (2)  the relat,ive per-c:ust,omer valuation of t,he 
~)ri~~:rams t,tr tiifferent huvers 

lit t l i c ,  s w o n i i  (.>LW (sJ is a Sash Equilibriuni i f  t,Yl . 
\ :  Y N 

N 

'' < t;., ior b > ( l )  > t i i  . & > t;] and 1/2(2) > t ; ,  . & iv t;i ' * - .. 

of t,he program for t,he large byyer as compared to  the smaller 

V The Bykowsky-Kwasnica-Sharkey Results 
Bvkowsk\-. Iiw,Lsnicn. and Sharkev (2002). report results of experimental 
stritliei (.tiat explore bargaining miorig buyers a , i d  sellers il l  the  mble  in-  
ti11st.ry. These resuhs givr 11s a11 opportunit,y to evaluate the predictive 
powet~ trf 0111 oioclel. Howevcr. in order to eva1uat.e the results of t.hese 
cxperitnents in the  context 01 oiir MFC model. we must first extend the 
~notlel  g ix t t  111 Sec:tioii 4 t,n ,w:onimodiit,e mult,iple buyers and a. sequenlial 
liargaining process. In the context, of this extended model. we can then 
sliow that t,lic. Bvkowsk~-Kwasn ica -S t i a r~~y  experirnental results relat.irig 
t o  LIFC t,reat,Irient,s art: broadlv consistent, with our theory. 

LVr. st,art by iiiodellirig a liargaining process with one seller and mul- 
tiple t)uyi.rs. and theri extend otir MFC model to include ~nultiple buyers 
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nri t l  sel l t~s .  Q'? model this bargaining process as one in which the  seller's 
choices arc intkpentient,. which implies that R model with a single seller is 
reCi,soriablr. The assiinipt,ion of independence among buyers is consistent 
w i t h  t ,ht  cxperirriental framework employcd hJ- Bykowsky. Kwasnica. arid 
Slixke!~ (3002). fin ail^. we e x e n d  our model to accommodate infornia- 
t io1in1 as!.mrrirtries. 

11-c Iir,oin hi. assuinirif t,liat, ivit,tio(it a most-fa\-\.ored-customer provision 
wller i is  cIiar;iiip, t ; .  Kt. ; .  . . . .  t i ,  per customer transfer prices t o  hrlycrs 
I .  2 .  :3 .  . . .\I rcsprctiveh. .Assume that buyer one has the most customers. 

I ( ' . .  .\-, ;, .I.,,, [or id1 711 2 2 .  I\'o\r.. assume rliat, buver orit' is able t,o ol-rt,aiii 
~ i i t ~ s r - f i i ~ - o r e d ~ ~ ~ i s t ~ ~ i e r '  ternis requiring the seller to charge a, per customer 

p r i w  no more t , i iai i  l.Iie rriiriimum of prices charged t,o ot.her buvers. Le.. 
t ,  5 r r i i i ) { f2 . t : , .  . t o , } .  Vie note t,liat i f  t;, 2 t ;  for all m 2 2 .  t,hen t,he 
hiFC provision will have no effect on a seller's decision. 

For simplicity. assume that  t' takes four possible values 0 = t i  < t; < 
1' < t ; .  In fact,. this analysis applies t o  any finite number of buyers. In t,he 
present, casc: there are some briyers with (non-MFC) transfer prices a.bove 
( 7 .  thew are some buyers with (non-MFC) transfer prices below t ; .  and 
t ,hrr t  are som? bi iver~ who do  not, buy from seller i, denoted by t i  = 0. W e  
t l c i io te  ('ustorners served by different transfer prices t ;  bynl = A']; n2 = 

Tlit. hlFC arrangements do not affect, the buyers who are paying above 
Iiii!~ei- orie's price. Given thc  MFC constraint, the seller has t,wo options. 
First .  t,lre seller could charge t ,  = t:$ = t ;  and tl' = t;. In this case, the  seller 
serves 0111>, the first a,nd second type of buyers, and the seller's revenue is 
I . ,  = 711 . t ;  + 7 j 2  t ; .  Or: the seller could charge t l  = t3 = t j  and t2  = t;. In 
t,liis c ~ s c ,  the seller serves all t,he buyers that, it, would serve without the 
\lFC' ai i t l  t . 1 ~  seller's revenue is r2 = ( i l l  + 7 1 , ~ )  . t i  + n 2  . t;.  We note that 
01111. tiir first, a,ntl secoritl buyer t,ypes arc served if rl > T? e 

Koticc, t,tir higher nI ( the  market, share of tiuver one). t,he more likely 
i t  is t l i d t  sriialier hii,yers will riot briy programmirig. Also, note tha t  buyer 
uile itln.a,ys tin\,$ the ~ ~ r ~ d u c t  arid pays. itt most. the price under the non- 
A1FC' provisiori These results are consist,ent with our findings in Section 
4 

.As rioted ;ibo\;e. the inodel we lime coristruct,ed must be amended 
t o  accomniotlat,c t h r  information aspimetr ies  embedded in the sequent,ial 
I ii~rgaiiiin; frainework of Bykowsky. Kwasnica, and Sharkey (2002). Specif- 
i ( . i t l l \ .  i r i  thr LIyi;onsk~~l\wasnica-Sliarke\~ model, the sellers do not know 
ttir buyers‘ valuat,iori. and t,hus must form some expectation regarding the 
~r.illiiigriess-t,n-p;ty on the part of each individual buyer. Moreover, the  
wlltr must, derermine ail opt,inial trading sequence. Amending our ~riodel 
t o  act.oriirrioclatc these conditions is a simple exercise in straight,forward 
I c ~ j i i c . .  its w r  demorrstrat,e ricxt. 

.4sslime t ' h d  we have two buycrs and single seller where the seller does 

4 
'V,,; ri:i = E, ;,,= ~i and nq = C,. = l _  Ai, where E,=, nn = N. 

x,;,,=t; m 4  

> 2 .  
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i i o r  knc~in- t,lic, h a w r ' s  \alua,t,iori of t,tie s r l l e t - ' ~  product. As we showed in 
S r c t i ( i ~ i  1 (c.q!ii~ihria ii.c.g.i) i t  is always optimal for the seller to t.rade 
Ivitli tlir 1argc.r lni\.rr. biit not tlie smaller lniyer. Thus. t,hr seller will 
c i l \ v ~ ~ ~ ~ s  w d r t t  t o  t r i i d P  witl i  t h e  Inggest, I h w r  first, and lierice rhr ouccorne 
IJI r l i t ,  ; ~ i i i v  i h  I l i ( ' ~ i i i e  r ib  1 1  I I ~ P  se1lr.r k n e w  ~ i t h  certaintj.. thc OII~(,OIIIC of 
i irgnl idtioiih Lvit 11 OTI!,VI l ! i i \ p r i .  Siilw t r a d i n g  n-it,li clip srii'Jle1 Ix iy r r  hrst 
\\.c,!iliI l o t h  [ti(. srllri- 11110 rq i i i l i l~r iuni  / .  i f  \ v ~  rrrcmd t h r  analysis t o  rlit, (.;is(> 
i ~ i r l i  i i i i~ir t ,  t l ian  IW) I i i i w i - s .  cordutle that the seller would ;dways ~ i n t ,  

t r a t k  \ v i t h  ttic. higgrst buyer first. The det,ermiriatiori of a part,icular 
iAquiIibriurri wil l  tlepeiid on the  biggest buyer's niarket, share; the relative 
\.nlciat,ioii ot of Iirogriiiiiniiri; hj. different, buvers. and the uricertaint,y of 
t l i t '  hq,ainir ig oiitconie v-it,li the rc-niaining buyers. 

Four of the, rcwilts of r t i e  B\.iiou.sky-I(a~riica-Sliarkev (2002) experi- 
i i i c i i ts  ai-? germane to  our  triotiel. First, Bykowsky. Kwasnica. and Sliarkey 
hrirl rliat witli t io  clianiiel capac,it,>, const,rairits and no hIFC clauses. all of 
t h P  v l l e ~  were dble t o  conduc,t profitable t,rades. which is precisely t,he 
i r su l r  our model predicts in Section 2 .  Second, Bykowsky, Kwasnica. and 
Sti;irke>. find that wit,li c,tqmcity constraint,s arid no MFC clauses, a seller's 
l!iargairiing power decrcased. while a buyer's bargaining power increased 
relacive to the case of no capacit), constraints. This result is  consistent^ 
\ r~ t , l i  our model. as can he seen by comparing (3)  in Sect,ion 2,  wit,h (3) 
,tnd (7) in Section 3. arid rioting t,he extra negative terms in Section 3 .  
Tii~rtl .  Bykowsky. Kwasnica. and Sharkey find tha t  the existence of an 
h.IFC clnuse illcreases t,he profit,a,bility of hIFC buyers; a result our (ex- 
r c d e t l )  Section 4 and 5 model predicts. Finally. not,e that, in our model 
(wlierc the sellers c a n  make take-it-or-leave-it offers. by assurnpt,ion). tlie 
pi.(:seti('(' ot *in MFC ariari;rrnent is t , l i r  only source hy which large hrnis 
rxlijhit grea.tet i i ia rkr t  power. Tliis is exactly paralleled tiy the results of 
t lte Bvkoa.sky-I.;\~,ilsnica-Sharkev study 

VI Conclusion 
Iri this paper. we explored the use of 'most-fa\iored-customer' clauses i n  t,he 
~ i i l i l r  iritlustry 1%;~ exilrnined t,lic. impact, of MFC clauses on bargaining 
oiitc:omcs txt,n.reii buyers arid sellers. and showed that, t,hese outcomes 
tleperitlc~tl 011 r,he market sliu,re of the larger buyers arid the relative per- 
(.Iisroriier valuation of the se1lcr.s programming t,o different, tiiiyers. 

\I:P showed t,li;tt hot,Ii with and without charinel capacity constraints, in 
tllr ,itisenre nf MFC dauses, the market outcome is efficient. However, the 
iiit,rdiic:ttion of MFC clauses can disadvantage sellers and small buyers. We 
fourid t,hat as the market, share of the large buyer increases, smaller buyers 
. i r i ~  in or^ I i k e l ~  t.o he tlisatlva,nta,ged. Specifically, we found that, if there is 
,I tlis[iar'it~. in t , l t t  i.elativt. \dria,t,ion of programming aniong bnyers. in the  
c,isi' wlirre  t,lie IiirKe 111i~w has ;I grcater per-cust,omer valiiation. snlaller 



hii\,ers ma\- he precliititd trorii ac co rhr proF;rcinirnin; twcausr 01 its 
rrla t i\:p expelis(:. 

We cxt,ended our modcl 10 ,>ccoriimodnt,t, t , l iC  iriethodology i i t i l i zcd  in 
tiir experinrental studies corlduc:t,ed by Bykoxsky. liwasnica. and Stiarke!. 
(2002)  ; ~ n d  tiernonstrated that, our prrdiction that tin IIFC arratiyernerir 
j-ieltls market power is  siipported I>\- their d a h  Bvko\r.sk!-. I iw i s i i i c~~ .  
iirirl Sliarkes finti t t i a l  ivi th no clia,nnel capacitv coristrnints and no hlFC 
( Iiiiis~i. dl of ttw srIIers \\-rip ablc to  c o ~ i d u c ~  profit;rble t,rades. wtiich is 
prrrisel\, t,tie irsiilt oiir rntrdel predict,s in  Section 2 .  Co~isistent xvitli t,lie 
rzlierirrient,al iesiilts. i)ur model predicts t,frat, iititler capacit,!. constrairits 
<irirI 110 LIFC clauses. a seller's hnrgdining power decreases. while a truver's 
I)~irgaIiiing power iricreases relat,ive t,o the (:*e of no cqxicit,y const,i-airit,s. 
Bykcrwsky, I<\\asiiic;i. m t i  Sliarkey.s findings t,tiat t,lie existence of ail MFC 
(.tarrise i~icreascs the profitahlit,!. of hIFC buyers is a prediction of our  
(ext,eritltd) Swtiori 4 and 5 rriodel. Iri our model. the presence of an AIFC 
arrmigtment,  IS the only source by which large f i r m  exhibit, greater market, 
po \v~i . .  Tliis is e x a d i ~  piirdleled by the result,s of t,he Bykowsk\.-Kw~nica- 
Sllarke\, st udv. 
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